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September 28,2000 

Lawrence M. Noble, Esq. 
General Counsel 
Federal Election Commission 
999 E Street, N.W. 
Washington, D.C. 20463 

Re: Comdaint Against Clinesmith for Conmess Committee, Karl 
Lvnch as Treasurer 

Dear Mr. Noble: 

The National Republican Congressional Committee, by and through its General 
Counsel, hereby brings this complaint pursuant .to 2 U.S.C. 5 437g(a)( 1) against 
Clinesmith for Congress Committee and Karl Lynch as Treasurer. The National 
Republican Congressional Committee is located at 320 First Street, S.E., Washington, 
D.C. 20003. 

I. FACTUAL BACKGROUND 

Curtis E. Clinesmith is a Democrat candidate for United States Congress from the 
13 th district of Texas. His campaign committee is Clinesmith for Congress. Clinesmith 
secured $100,000 in bank loans, cash on deposit, at an interest rate of 4.52%. According 
to his United States House of Representatives Financial Disclosure Statement (PDF) and 
his July 2000 quarterly report: 
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Clinesmith reported only $56,600 in earned income on the PDF covering the 
period fiom January 1,1998 through December 3 1,1999. 

On December 24, 1999, Clinesmith guaranteed a $60,000 loan from Point 
Bank with $62,760 cash on deposit. 

On his PDF covering January 1,2000 to July 3 1,2000, Clinesmith reported 
$42,000 earned income. 

On June 24,200, Clinesmith guaranteed a $40,000 loan fkom Point Bank with 
$40,000 cash on deposit. 

Clinesmith has a joint bank account with his spouse in an amount ranging 
from $1,001 to $15,000 and a joint investment account fiom $50,00 to 
$100,000. 

Clinesmith has liabilities through USA Loan ranging fiom $50,001 to 
$100,000 for school loans. I 

Remarkably, Clinesmith was able to personally guarantee both loans as cash on 
deposit in an amount totaling $102,760 despite the fact he earned only $98,600 fiom 
January 1998 to July 2000. Furthermore, he was able to incur these loans at an unusually 
low 4.52% interest rate. Clinesmith’s ability to personally guarantee, cash on deposit, 
over $100,000 of loans when his earned income for that period was approximately 
.$32,866 a year, is highly questionable given his seemingly very limited resources. 

11. VIOLATIONS 

A. BankLoans 

Under the Act, a candidate can obtain a loan from a bank provided (1) the loan. 
bears the usual and customary interest rate, (2) is evidenced by a written instrument, (3) 
subject to a due date, (4) and is made on a basis which assures repayment. 11 C.F.R. tj 
100.7@)(11). Furthermore, a candidate may secure the loan using his own assets so long 
as the fair market value of the assets equals or exceeds the value of the loan. However, if 
the assets are jointly owned with his or her spouse, the loan may not be greater than the 
candidate’s share of the property (usually one-half); otherwise a contribution results. 11 
C.F.R. tj 100.7(a)(l)(i)(D). Moreover, if a third party guarantees a loan, a contribution 
results. 1 1 C.F.R. 0 100.7@)( 1 l)(i)(B)( 1) and (2). 



In this case, Clinesmith secured two loans with a total of $102,760 cash on 
deposit. What is questionable is how he obtained $62,760 cash on deposit when his 
reported income as of December 31,1999 was $0, and for 1998, $56,600. Even more 
surprising, he was able to secure $40,000 cash on deposit in June of 2000; however, his 
income for that period, as his PDF shows, was only $27,000. As reported in his PDF, 
Clinesmith’s income, coupled with his $100,000 liabilities, makes it doubtful that he 
would have $102,760 to use as security for a $100,000 bank loan. As such, it would 
seem he has received funding from another source in order for him to secure these loans. 

Although Clinesmith has two joint accounts with his wife, these accounts, at 
most, equal $1 50,000. In addition, because these are joint accounts, Clinesmith’s share 
would customarily be equal to one-half of the property, $75,000. Because the PDF only 
provides an estimated range of assets, $150,000 would be the maximum amount held in 
the account as reported by Clinesmith. Assuming the account contains $75,000 of 
Clinesmith’s own property, $27,760 is still unaccounted for. 

The law is settled as pertaining to bank loans. If the amount of the loan is greater 
than the amount of Clinesmith’s own assets, the remainder is a contribution. In this case, 
either he has received an excessive contribution fiom his wife by using her funds in the 
joint accounts, or someone else has provided him with the funds to obtain the bank loan. 
In either case, the amounts are excessive contributions and are prohibited under the Act. 
This raises serious questions as to the source of Clinesmith’s funding, and as such, 
provides sufficient basis to warrant an investigation by the Commission. 

B. Usual and Customarv Interest Rate 

As stated above, a bank loan must bear the usual and customary interest rate for 
the type of loan involved. 11 C.F.R. 0 100.7@)( 11). If the interest rate is below that 
customarily applied to the category of loan involved, then the committee has received a 
prohibited contribution fiom a lending kstitution. 

In this case, Clinesmith has received a $100,000 loan fiom Point Bank at an 
interest rate of 4.52%. This interest rate is questionable, as it is significantly less than the 
current prime rate. 

111. CONCLUSION 

For these reasons, and based upon the foregoing, the National Republican 
Congressional Committee respectfully requests that the Commission find reason to 
believe that Federal law has been violated and institute appropriate legal action. 
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The foregoing is correct and accurate to the best of my knowledge, information 
and belief. 

Respectfully submitted, 
/ 

Donald FFMcGahn I1 

District of Columbia 
and sworn to before me this 

day of September, 2000. 

Notary Public 
My Commission expires 
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LOANS AND LINES OF CHEPIT FROM LENDING INSTITUTIONG 

9. Has Iwri been restwclui-ed? mo Yes I1 yes, date originally incurred; 
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I B, If line ol credit, aman1 of lhis draw: ; lata1 autstandinq balance: 

E. Are ather partleg sewndatily llable tor lhe debt incurrqd? 

~a Ye5 (Endorsers and guararttoe mu1 ke teporied on Schedule c.) 
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DIVIDEND6 
RENT 
INTEREST 
CAPITAL GAINS 

- ~ ~~~~ ~~ - 

EXCEPTED TRUST 
QUALIFIED BLIND TRUST 

Olher Type 01 Income 
(Speciw: For Example, Paflneshlp k m e  or Farm Income; 

$1- 200 -1 $201 -$l,OOo 

$5.001 - $15,000 s 
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over $5,000~ooo E 

- 
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A, Has loan been sestrucrumd? [dNo 

5. If line of credit, amount of this draw: 

0 Yes If yes, date ariglnally irrcused: 

_ _  , ; tdal autstandirig balance: 

D, Ate any OfthB fDihhD pleBged a6 callat,teral fDr $e laan; real eslzlle, pwwnal pmperty, goods, negcttieble instruments, 

NO 6 s   yes, specify: 
mdlfimtns 01 depdl, chattel 

Whar is the valueof this collatetal? . . - . .  

Does me lender have a perfeeled security interest in ik? 

or othet simllar tradhional cdlateml? 
- -  

17 No EL. 
E. Are any future mntributions of fulure receipts of interest inwme, pledged as eollateral far the loan? 

d o  mves If yes, specify: WhaE is the eslimamd value? 

e$tabli6hed pursuant to t 1 CFR 100.7(b][l l)(l)(ES] and 100.8[b)(12)(I)(~). Dab account 

established; h a t i o n  af acbount; 
~~~ 

F. ll nefiller of the type$ a f  eal la~al  &cribad alnrve was pledgsd infibis loan, or if the amount pledged does mt eqml ar I 
exceed me loan amount, slate Ehe bad$ upon whlch this loan was made and Me bmls on whieh it as8urW tepaymnt. 

1. TO BE SIGNED BY THE LENDING INSTllUTlQN; 

M laan are acmrate a6 staled Bbaue. 

irnpased far simller aterrsions d credii In other b a r w e n  d comparable Gfedlt wrfhiness. 

I, To the be61 of this inslitulibn'i knowledge, lhs tens  UF the Iuan and other informlion regarding the edensim of 

11. The loan was made an term8 and cmdilion9 [including inbere$t tare) no mare famrabb at the time than lhaae 

111. This institution Is awam of the requitemant that a loan must be made on a basis which ;assuEt? mpRyMmt, and has 
complied with lha requitemen& set forth at 1 Y CFR 1 DO.T[b](ll) and lOO.B(b)(l2) in maklng this loan. 
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None > 
$1 -$f,OOo rn 
$1.001 - $15,000 0 
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INTEREST 
CAPITAL GAINS 
EXCEPTED TRUST 
QUALIFIED BUND TRUST 

Other Type of Income 
(Spxib For Example, Partnershlp Income or Farm Income: 
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$60.001 - $1 00,000 
$tOO,Oo? - $1,000,000 

X 



--LE7 $1 5.001 - 

s1m.m1- 
$2250.000 

~ o # m l -  I $dQo,OOo. 


